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CERTIFIED HAIL

Dear Sir or liadam:

Wo have ccnsidered your application for reccgaition of sxepption from
Federal income tax wader sectice 50lic)(4) of the Interral kevenue Coda et
1986,

The information discloses that you were incorporzted under tha laws of the

on NN

Your primary stataed purposes in your Articles of Incorporaticn ars:

ti » protection and presentation of the NN located in
— the planaing and development of programs to

maintain the appearance and value of property in I svbdivision,
programs which encourage property owners to comply vith applicable
restrictive covenants designed to protect the appearance of I :nd
to maintain the quality of life within the cepmunity, the development of
programs and 2ctivities designed to promote -cmmon commitment to the necds
of the community, the provision through the Corporation of a forum for
communications and information concerning ruture development of the
subdivision and common concerns and problems facing residents and owners,
the prowotics of neighborheud security and public safety through programs
guch as the neicghborhoed watch, the development, maintenance and
management cf recrestional facilities and activities for use of the
mepbership, and the promotion of social activities designad to promotes a
ssnse of communivy.

Your By-laws stated that membership in your association shall be open to
all persons whn bave reached the ags of majority and who reside or own
proparty in the geographical are of TGN (oo
as I 12 any adjoining areas ac the association shall approve, and
who shsll thereafter pay the proper initiation fees, annual dues, and
assessuants.
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You stated. "The common grouwnds consiet of a woodad rocreation aren
fronting NN (2 copy of tho plat is attachsd) and a grassy median
strip near the euntrancs to the subdivieion. fThe organization cuts the
grass and othey vegetatayon abl the commen argas and maintaining the running
and axercisc trails, The rscrsation areas Ave fpan to the membarship aud
invited guests bnt ave not open to the general public. The grassy madian
ctrip is open to tho general poblic.  The subdivision 1s opsn Lo the
agnaral public.”

Further, y:*.i stated at your Excoutive foard Heeting of (. o
one R0 19 not a wewbey of the Asgsociation will not bavs a key to accoss
thae new gate and thorefore will pot be allewed to ge on the rocreaticn
property.”

Yoor incoma L4 prisavily from wonies contvibuted by wmombers.  Uoebers will
contribute to the crganization though annual dues and in rssponse Lo
spaclal pleas for special projects such as clean up eiforts, planting and
the neiabbovhesd wateb.  Contributions #1111 alse be soliclted from mca
busincsses and corganizaticns which indicated a desive fo suppoct the
siforte of the organizaticn. Bipenses arve for insurance, gvass cultiing.
meakbership wectings and zocial functions for mesboers, aed postage, copias
and wiscellanacus,

»"ﬂtl\n “Utfr7¢4? G provides for the recogaition of cazmption
fre gdeval incoms tax of leagues or organizaticns ant ardanized
fa

1
v opr :lt. but cpecated ‘"‘Lnilkcly fer the pthOt;Qh 2% sooial welfare,

Seetion 1.501derddy~idar (27 (1Y of the Incomes Tax Xegulailous provides that
ap crganization is operated exalusively for the premotion of szocial
uglfare 1f it is prinmarily eugaged in pxomoting in snme way the owmmon

good aud genszral welfarc of the peecpls of the community. Ab organicatioa
spbraced within this section ig 01e vhich i1s opereted fov tLhs purpose of
bringing about civie bavterments and social dmprovesents.

Revenuvs Kuling 69-280, pubiished ip Internal Revenuwe Cumulative Bullsvin
196¢-1, page 152 holds that o non-profit corporation formzd for the
pulpuwc of previding specaiisd scuvices fov the howeowners in i housing
developmant is not exenpt as a S01{c){4) social welfare organization. A
purchaser ¢f a upit in the bousing developwent was requirsd to beocwe a
wember. The organization was gupported entirely by asanal duss charged
wembars., It was determined that the organization was perfovming servicas
that itse mewmbars would othervise have te provida for themsclves apd fhat
the ovganization was opsratad primarily fov the privals beneflit of its
membars,




Revenue Ruling 72-102, 19%2~1 C.RA, page 1{9., states that a non-profit
organization formed to presarve the appeavance of a houwsing dsvelcpment
mnd to maintain streets, sidewalksz, and common areas for uge of the
residents 15 cxempt under section 501{c) (4) of the Code. lembarship is
required of all ownaers of real property in the development, and
assegsments are levied to support the organizations activitiss. It wvas
hzld that by maintaining the property ncrmally waintained by a aunicipal
government, the organization served the common good and genaral walfare of
the poeople of the community.

Revenune Kuling 74-9%, 1974-1 C.B. pags 131, modified Revenue Ruling 72-1C2
by stating guidelines under vhich a homenwner®s association couwld gqualify
for axemption under saction 50170} (4} of the Code. fThese guidelines are:

[Ty

The organization must service a "oommunity” which hears a
reasonable, recoaniz ablg relaticenship to an area ordinarily
identifisd as a governwantal unit.

I, It must not conduct acrivities directad to the extesrior
waintsnance of private residences; and

3. The common areas or facilities wust be for the use and znjoymant
of the gensval public,

hzs ruling states that a community. within tho meaning of sscticn
501 (e} {4) of the Cods and the regulationg, ™...is not zimply an
ggregation of homeownars bound togethu- ip a structurad unit formed as an
ximgf&] part of a plan for ths development of a teal estate zubdivision
and the gale and purchase of homes thereip.” Reveonug Ruling 74-9%
redected the relevance of ths size of the deve lopmgnt sarved in
detaramining vwhether the organivation benefits a "community".
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By waking membership wandatory in the Association for property ownsrs,
there is an cssential purpoess by the organization to sevve the private
property interests of the mosbavrs. ‘Therefors, the class ¢f persons whe
are benafited by the organizaticn ic substantiaily the same as the olass
of perecpns who ave membars of the organinaticm.

cvenus Ruling 74-99 states that Rovenuwe Ruling 72-102 ", ..was dntended
1y to approve ouwnarship and maintenance by a homeovwhers' association of
such areas as roadwayz and parklands, sidewalks, and strset lights, access
to. or the use and snjoyment of vhich |
genzral public, as distinguished fron
to ths members of the homsowners' asssc

s ortendad to wewmbers of tu#
ontrclled use or access stricted
iation...."
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itation en access to Rssceiation property to those persons who have
rceable right or permission to gain access involves primarily the

¢ of private property vights for private bunefit, and is therefore
stert with community benefit.

m
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In Flat Top Lake Association, Inc. Plantiff v. United States of America,
Detendant. 86-2 USTC paragraph 9756 statex in part that "2 homsowners'
association was not entitled to exempt status as a civil league or
organizatiob undet Code Section 501ic} (4). The association 4id not
provide benzfits of a public welfarc nature teo the public or a definable
compunity becauwse the association's facilities ware rastricted to ths use
of 1ts membeors.”

Your recreational arcas axe not open for the use and cnioyment of the
geheral public., Your activitias ave also carvied on for the limited
bancfit of your members. You ara, thercfore, operating for the privats
hengfit of your wembers, and not for ths Lenefit of the general welfare of
any community. Therefore, vou do not qualify for exenmption from Federal
income tax as an organization described in secticn 501(c) {4} of the Code.

an cxempt status, you are nct relieved of the

Until yeu have established
Fedeval income taz rsturns.

vequirement for filing

Your attention is called to section 528 of the Internal Revenwe Code which
was added by the Tax Refori Act of 1976. 'This section provides that, in
cartain ciroumstances. a non-cxenpt homcosners asseciation may slect aot
to be taxad on its "exewpt function income" vhich includus mcmbarehip
dues, faos or asscassmanis from owners of real property. The glection is
irade by filing Forw 1120H. [If you determine that your OlgdnlawL10ﬂ
qualifies uwpder sacticn 528, vou may #ind it bensficial to aake this
glection.
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If you do not accept our findings, we recommend that you reqguest a
conferance with a member of our Regional Offics of Appoals. Your rasquest
for a conference should inslude a written appeal giving ths facts, law,
atid any other information to support your position as explained in the
enclosed Publication 892. You will then be contacted to arrange a date
for a conference. The conference may be held at the Regional Office, or
if you request, at any mutuzlly convenisnt District Office., If we do nat
heat from you within 30 days of the date of this letter, this
determination will becoms final.

District Diroctor

Enclosure: Publiczation 892




